Bank loans secured by stocks and bonds by anonymous
Bank Loans Secured by
Stocks and Bonds
A SURVEY of bank loans that have securi-
ties as collateral was conducted as of Sep-
tember 26, 1962, by the Federal Reserve
System. Estimates of the total number and
amounts of such loans at member banks,
based on a broad sample, indicate that se-
curities play a significant role in the exten-
sion of bank credit for a wide variety of
purposes.
As of the survey date loans that were
collateralized either wholly or partly by se-
curities and that were made to borrowers
other than brokers and dealers and banks
amounted to nearly $11 billion—or just
under one-tenth of all loans outstanding at
member banks. The estimated number of
such loans exceeded 750,000.
Stocks were reported as principal col-
lateral for $9.6 billion, or 88 per cent, of
this total. An additional 3 per cent, or $286
million, was secured principally by bonds
convertible into stocks. Among the stock-
NOTE.—The Survey of Member Bank Loans Col-
lateralized by Stocks and Bonds was made by the
Federal Reserve System in cooperation with the Se-
curities and Exchange Commission's Special Study of
Securities Markets, under the supervision of Lewis
N. Dembitz, Associate Adviser, and J. Charles Par tee,
Chief of the Capital Markets Section, of the Board's
Division of Research and Statistics. The field work in
connection with the survey was the responsibility of
the Federal Reserve Banks. Programming for editing
the basic data, tabulating the results, and computing
sampling variances was prepared by various staff
members of the Board's Division of Data Processing.
In addition to the present article, a summary of
survey results is appearing as an appendix item to
Chapter X of the Report of Special Study of Securi-
ties Markets of the Securities and Exchange Com-
mission. Both were prepared primarily by Ann P.
Ulrey of the Board's Capital Markets Section.
secured loans, $6.2 billion were secured by
shares traded on a national securities ex-
change and another $243 million was se-
cured principally by mutual fund shares.
Unlisted stocks served as the principal
collateral for $3.1 billion in loans. An ac-
tively traded issue was the single most im-
portant collateral for $1.2 billion of this
amount, or about 40 per cent.
1 The main
collateral for the remaining 60 per cent
included public issues in which trading in-
terest was insufficient to support wide pub-
lication of price quotations, as well as shares
in closely held corporations or companies
whose stock is not freely marketable.
Only 10 per cent of the estimated col-
lateral loan total was secured by bonds
other than those convertible into stock. The
amount secured by U.S. Government bonds,
$309 million, was small considering the
total volume held by the public. The remain-
ing $792 million, secured largely by other
bonds, included a small volume of loans
for which securities constituted only sec-
ondary collateral.
DESIGN OF SURVEY
These estimates for all member banks are
derived from data for a sample of about
25,000 loans representing all loans collat-
eralized by securities except loans to banks
1 In making this classification, issues were defined as
actively traded if market interest was sufficient to
warrant their inclusion in any daily list of quotations
(national or regional) of the National Association of
Security Dealers or in the national and eastern weekly
list.
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and those to brokers and dealers in securi-
ties. Participating banks, selected for inclu-
sion on the basis of total loans outstanding
at the end of 1961, numbered 472.
The sample was designed to give any loan
with securities collateral roughly 1 chance
in 25 of being included. Individual loans
were drawn into the sample by asking re-
spondent banks to report all loans to cus-
tomers whose last names started with desig-
nated letters of the alphabet. Banks with
total loans of $200 million or more were
included in the sample automatically and
were assigned alphabetic clusters designed
to yield a 4 per cent sample of their loans.
Smaller banks had a decreasing likelihood
of selection, but those chosen reported an
increasing proportion of their loans.
The survey itself showed that banks dif-
fer widely in the proportion of their loans
that have securities as collateral. Conse-
quently, the necessity for selecting respond-
ents on the basis of total rather than
collateral loan volume resulted in substan-
tial sampling variance. For a more detailed
description of sampling procedure and for
computations showing sampling variance,
see the technical note at the end of this
article. Detailed data appear in an appendix
table.
Throughout the remainder of this article,
the term "loans outstanding"—unless other-
wise noted—refers to dollar amounts.
PURPOSES OF LOANS
Each of the respondent banks was asked
to indicate the category to which each
loan in its sample would be assigned in
its quarterly report of condition. The loans
covered in this survey exemplify the wide
range of purposes for which bank borrowers
may pledge securities as collateral. Although
securities are sometimes used as primary or
secondary collateral for almost all types of
loans, 94 per cent of those reported in the
survey fell into three categories—single-
payment personal loans, business loans, and
loans for the purpose of purchasing or
carrying securities.
In addition, the survey showed relatively
small amounts of instalment loans to indi-
viduals (estimated at $214 million) and
loans to financial institutions other than
banks ($331 million) that had securities as
collateral. A small residual category—1 per
cent of the sample—included principally
loans to nonprofit institutions.
Possibly the most striking single finding
was the extent to which single-payment
loans to individuals for household and other
personal purposes appear to have had se-
curities as collateral. The estimated total
of these loans, involving nearly half a mil-
lion individual borrowers, was $4.6 billion;
this would represent almost 60 per cent of
all single-payment personal loans reported
by member banks on their September 28,
1962 condition reports.
The volume of loans for business pur-
poses with securities as collateral (includ-
ing some loans to farmers) was also large,
amounting to one-third of the estimated col-
lateral loan total. But the $3.7 billion of
credit in this category represented only a
small fraction of all business loans at mem-
ber banks.
Of the $10.9 billion in loans secured by
stocks and bonds, only $1.9 billion—just
under 20 per cent—was identified as being
expressly for the purpose of purchasing or
carrying securities. In their condition re-
ports, banks class such loans separately and
in this article they are referred to as se-
curity loans.
Not all security loans as here defined are
subject to initial margin requirements under
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the Board's Regulation U. As the Securi-
ties Exchange Act and this regulation pro-
vide, a stock-secured loan is regulated only
if it is for the purpose of purchasing or
carrying stocks registered on a national se-
curities exchange (referred to in this article
as listed stocks) or shares in a mutual fund
customarily holding such issues. Bank loans
to purchase or carry unlisted stocks or other
securities, and loans for which securities
other than stocks make up the entire col-
lateral, are not regulated.
Regulation U limits the amount of credit
that may be extended on any stocks pledged
for a regulated loan. According to estimates
based on the survey, $909 million—just
under half of the security credit outstanding
at banks on the survey date—was subject
to this regulation.
Variations in size of loan. Personal loans in
general were much smaller than other types
of collateral loans. These loans constituted
more than 40 per cent of the dollar volume
of all collateral loans, but they represented
a much higher share of the number of loans
—65 per cent of the total. Loans to indi-
TABLE 1
PURPOSE AND PRINCIPAL COLLATERAL OF BANK LOANS SECURED BY
















































































































































* Figure not significant. i Includes some loans secured principally by collateral other than
stocks or bonds.
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viduals written on an instalment basis, with
even smaller balances in most instances,
accounted for another 6 per cent.
When the loans falling into each of the
major purpose categories are distributed
according to loan size, this disparity in the
relative size of personal loans is shown more
directly, as can be seen in Chart 1. In each
purpose classification most loans—from 80
Chart 1
SINGLE-PAYMENT PERSONAL LOANS
tended to be smaller than other types
SIZE OF COLLATERAL LOAN





to 93 per cent of the total number—were
for sums of less than $25,000. For business
and security loans, however, less than 20
per cent of the dollar total was in this size
category, while more than half went to bor-
rowers in amounts of $100,000 and over.
In sharp contrast, not quite 30 per cent
of the credit outstanding as single-payment
personal loans represented sums of $100,-
000 and over. The personal loan category,
moreover, included a much larger propor-
tion of really small loans—those for less
than $5,000. Such loans accounted for 66
per cent of the total number of personal
loans outstanding and for 12 per cent of
the dollar total of personal credit collateral-
ized by securities.
Principal collateral. Personal loans also dif-
fered from those in other major purpose
categories in that they were more likely to be
secured by listed stocks. Such shares figured
as the principal security for 66 per cent of
the dollar amount of personal loans, whether
single-payment or instalment. In contrast,
they were reported as principal collateral
for only 55 per cent of the business loans, 41
per cent of the loans for purchasing or carry-
ing securities, and 22 per cent of the loans
to financial institutions.
COLLATERAL TYPES RELATED TO
LOAN PURPOSE
The contrasting ratios shown above suggest
important differences among collateralized
loans according to the type of security
offered as collateral. These differences relate
not only to purpose classification and terms
but also to the types of banking offices mak-
ing the loans. They appear to derive in large
part from the fact that securities differ
widely in the characteristics that determine
their acceptability as collateral.
Since stock-secured loans made up nearly
90 per cent of all loans collateralized by
securities, the analysis which follows is con-
cerned principally with the differing pur-
poses and other characteristics of loans
secured by listed and by unlisted stocks. A
further distinction of importance, particu-
larly at certain banking offices, appears to
be whether or not there is an active trading
market for the main unlisted stocks pledged.
The value of securities collateral to both
borrowers and banks in helping to establish
credit eligibility and terms stems, in large
measure, from the marketability of such col-
lateral. Since stock prices are often volatile,
the acceptability of stock collateral to the
Federal Reserve Bulletin: July 1963908 FEDERAL RESERVE BULLETIN • JULY 1963
lender is much enhanced if the issues
pledged are traded continuously and if fre-
quent price quotations reflecting current
transactions are available.
In general, issues listed on the national
securities exchanges possess these character-
istics to a larger extent than unlisted shares.
Unlisted issues range from a number that
are as widely held and continuously traded
as many listed issues to others in closely
held corporations where there is no market.
Only a rough distinction could be made for
purposes of this survey between traded and
untraded issues, but it is clear that unlisted
stocks with widely published price quota-
tions would, as a group, approach more
closely the degree of marketability repre-
sented by listed stocks.
Loans secured principally by listed stocks
were far more likely to be classed as per-
sonal loans than were those secured by
other stocks or bonds. In fact, single-
payment loans to individuals made up 49
per cent of the total dollar amount of bank
loans secured by listed issues compared with
38 per cent of the loans secured by actively
traded unlisted stocks and only 31 per cent
of those secured by other unlisted shares.
In this and other respects, actively traded
unlisted stocks appear to occupy an inter-
mediate position between the other types of
equities.
About a third of all bank credit secured
by stocks—both listed and unlisted issues—
represented business loans. Among loans on
unlisted shares, however, those secured by
stocks not actively traded were somewhat
more likely to be made for business purposes
while those with active trading markets were
somewhat less. This may indicate that stock
in closely held corporations is sometimes
used as collateral for business loans when it
would probably not be proffered or taken
for other purposes.
Loans on unlisted stocks were almost
twice as likely to be for the purpose of pur-
chasing or carrying securities as those with
listed collateral. Of the total credit secured
by unlisted stocks, 25 per cent fell into this
classification, compared with 13 per cent for
listed issues. This greater relative impor-
tance at banks of security loans backed by
unlisted issues is to be expected. Bank loans
to carry unlisted issues are excluded by law
from margin regulation whereas brokers are
prohibited, by statute, from extending mar-
gin credit on such stocks.
Chart 2
LOANS BACKED BY readily marketable stocks
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For listed stocks, on the other hand, stock
market credit is available at brokerage
houses as well as at banks and is subject to
the same margin requirements at both
places. At the end of last September custom-
ers' net debit balances with member firms
of the New York Stock Exchange amounted
to about $4 billion, more than four times
the estimated amount of security credit at
banks that had listed stocks as principal
collateral.
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As can be seen from Chart 2, actively
traded issues were no more likely than other
unlisted issues to serve as principal collateral
for security credit, despite the presumably
greater market interest in the former.
LENDING OFFICE PATTERNS RELATED
TO TYPE OF COLLATERAL
Lending patterns at different types of bank-
ing offices proved significant when examined
separately for the various types of stock
collateral and appeared to reflect varying
institutional practices. In tabulating the sur-
vey data, banking offices were classified as
to geographic location; amount of total
loans, of collateral loans, and of security
loans; and various internal loan ratios. The
observations that follow are drawn from
these tabulations.
Location of lending office. Use of stocks—
and especially listed stocks—as collateral
for bank loans is primarily an urban prac-
tice. Banking offices in large metropolitan
areas—populations of 500,000 and over
in the 1960 census—accounted for 62 per
cent of total bank loans of all types, but
they extended 75 per cent of the estimated
total of credit secured by listed stocks and
only a little less of that secured by actively
traded unlisted issues.
Loans secured by other unlisted issues,
however, were less concentrated, and in
fact were relatively more important at banks
in smaller metropolitan centers. Such banks,
with only a 15 per cent share of the national
total for all bank loans, were responsible
for 22 per cent of the loans for which inac-
tively traded unlisted stocks were pledged as
collateral. Banking offices located outside
metropolitan areas also had a higher pro-
portion of loans secured by inactive stocks
than of loans with either listed or more
readily marketable equity collateral.
In this connection it is worth noting that
loans on unlisted stocks at banks outside the
major metropolitan areas were far more
likely to be business loans than those in the
urban centers. Forty per cent of the "un-
TABLE 2
LOCATION OF BANKING OFFICES MAKING LOANS SECURED
BY STOCKS AND BONDS, SEPTEMBER 26, 1962
(Percentage distribution of amounts of loans)
Location
Large metropolitan areas:
Main offices of money market banks.
Other central city offices
Suburban banks and offices
Small metropolitan areas, all offices...
Outside metropolitan areas, all offices.






























































1 Except shares in mutual funds.
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listed" loan total at banks in small metro-
politan areas and 55 per cent of the total at
banks outside metropolitan areas fell into
the business category as against less than 30
per cent for all offices in major metropolitan
centers. When loans secured by inactively
traded issues were considered separately, the
differences were even larger.
Within the major urban areas, loans se-
cured by unlisted stocks were more likely to
be obtained at the main offices of money
market banks than were those for which
listed collateral was provided.
2 These offices
carried on their books 35 per cent of all
bank lending on unlisted collateral, com-
pared with only 21 per cent of the loans on
listed shares.
In turn, loans on listed stocks were strik-
ingly concentrated at other central city
banks and branch offices. These offices, with
a 25 per cent share of total bank loans, were
responsible for 43 per cent of the loans
secured by listed stocks—more than twice
the proportion outstanding at main offices of
money market banks. Suburban banks ac-
counted for better than 10 per cent of all
loans on listed issues but were not a signifi-
cant source of credit on unlisted stocks.
Size of lending office. Small banking of-
fices were responsible for a substantial share
of the loans secured by listed issues, but large
offices accounted for a larger proportion
of loans secured by unlisted stocks. In part,
this reflects the concentration, already noted,
of loans with unlisted collateral at large main
offices, but it was true at other central city
2 Money market banks are defined as large banks
($200 million or more in deposits) that manage their
money position so as to minimize excess reserves, by
dealing regularly in markets for Federal funds, Treas-
ury bills, bankers' acceptances, and credit for brokers
and dealers in securities. In this article this classifi-
cation refers only to the main offices of such banks
in large metropolitan areas.
offices and in small cities as well. Fully half
of all credit secured by unlisted issues, re-
gardless of lending office location, was ex-
tended at banking offices with total loans
of $100 million or more. These same offices,
with a 43 per cent share in total loans of
all types, accounted for only a third of the
loans with listed shares as collateral.
TABLE 3
SIZE OF BANKING OFFICES MAKING LOANS SE-
CURED BY LISTED AND UNLISTED STOCKS,
SEPTEMBER 26, 1962
(Percentage distribution of amounts of loans)





































1 Excludes shares in mutual funds.
2 Excludes main offices of money market banks.
At central city banks other than money
market main offices, the largest offices—
those with $100 million or more in total
loans—accounted for 37 per cent of the
total loaned on unlisted issues as compared
with only 21 per cent of that on listed issues.
Conversely, the most striking evidence of
concentration at small offices of lending on
listed stocks occurred at central city offices
with loan totals of less than $5 million. Of
all credit secured by listed stocks at other
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central city offices, offices in this size class
extended 38 per cent, though they accounted
for only 15 per cent of the loans with un-
listed security.
Both the concentration of loans with
unlisted collateral at large banking offices
and that of loans against listed securities
at small offices may be partly attributable to
the fact that loans secured by unlisted stocks
tended to be larger than those with listed
collateral. More than half of the unlisted
total took the form of loans for $100,000
and over whereas loans of this magnitude
accounted for only 39 per cent of the total
amount secured by listed issues. Conversely,
not quite 25 per cent of the loan total se-
cured by unlisted shares was made up of
loans for less than $25,000, but 33 per cent
of the loans with listed collateral fell within
that size range. Larger loans are, of course,
more likely to be made at larger banking
offices.
This size differential, however, does not
appear to be the sole—or even the major—
explanation for differences among lending
offices according to type of stock pledged.
When loans secured by listed and unlisted
stocks, respectively, are cross-classified by
loan size and size of lending office, it is
clear that for every size category of loan,
small offices—those with total loans of less
than $5 million—accounted for a much
larger percentage of all loans with listed
collateral than they did of the loans with
unlisted collateral. Chart 3 shows how uni-
form this pattern was. Even for very small
loans, small offices supplied only 26 per
cent of the credit extended against unlisted
collateral compared with 44 per cent of that
for which listed issues were the principal
security.
For large loans on listed issues, more-
over, these small lenders remained a signifi-
cant source of credit—further evidence of
their preference for listed stocks as collateral.
The incidence of large loans at small offices
probably reflects the fact that many offices
falling into the smallest size category are in
fact branches of larger banks. Branches of
the 50 largest banks reporting in the survey
accounted for about 80 per cent of the credit
Chart 3
SMALL BANKING OFFICES were more important
lenders on listed stocks for loans in all size classes
SIZE OF OFFICE
Total loans,
in millions of dollar
200 AND OVER





extended by central city offices with total
loans of less than $5 million.
The substantial concentration of unlisted
collateral at really large offices, on the other
hand, suggests greater familiarity with such
securities, wider discretion in granting loans
than branch offices have, and the existence
of established procedures for determining
and checking collateral value.
Consistent with this pattern is the related
finding that credit on unlisted stocks was
more likely to be extended by banking offices
that had on their books a substantial abso-
lute amount of loans collateralized by securi-
ties. Offices reporting total collateral loans
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of $10 million or more accounted for 54
per cent of the credit on unlisted stocks but
only 38 per cent of that on listed stocks. On
the other hand, banking offices with less than
$1 million in collateral loans carried only
15 per cent of the loans on unlisted stocks
though they supplied 23 per cent of the
credit on listed stocks.
Collateral loan ratios. Though offices mak-
ing loans on unlisted stocks were likely to
handle a large absolute volume of collateral
lending, such credit rarely constituted as
much as 30 per cent of their total loans.
Lenders with this high a ratio of collateral
to total loans accounted, collectively, for
only 11 per cent of the total credit outstand-
ing on actively traded unlisted issues and
barely 6 per cent of that on other unlisted
issues.
On the other hand, offices that made a
practice of taking securities as collateral
for a high percentage of their loans—30
per cent and over—were responsible for a
substantial share of the credit secured by
listed stocks. Although they accounted for
only 4 per cent of total member bank loans
on the survey date, they supplied nearly a
quarter of all loans secured by listed stocks:
Collateral loans Listed Unlisted stocks—
As per cent stocks Actively
of total loans traded Other
(per cent of loans)
Less than 10 34 37 40
10-30 42 51 54
30 and over 24 11 6
All offices 100 100 100
The most important concentration of
lenders with high collateral loan ratios oc-
curred among central city offices other than
the main offices of money market banks.
Among the loans made by banks in this
group, offices reporting collateral ratios of
30 per cent and over accounted for 47 per
cent of all credit secured by listed stocks
and only 20 per cent of that secured by un-
listed collateral.
LENDING OFFICE PATTERNS RELATED
TO LOAN PURPOSE
Comparisons between the purpose dis-
tribution of loans secured respectively by
listed and by unlisted stocks at different
types of lending offices reflect both institu-
tional preferences among collateral types
and patterns in loan demand.
For all geographical categories of lend-
ing office, single-payment personal loans
made up close to half of the loan total se-
cured by listed stocks and a varying but
smaller proportion of that with unlisted col-
lateral. In each instance, a somewhat larger
share of loans with actively traded collateral
was classed as personal than was true for
those secured by other unlisted issues.
It is significant, however, that at central
city offices other than the main offices of
money market banks single-payment per-
sonal loans made up 49 per cent of all loans
secured by readily marketable unlisted is-
sues—as high a proportion as they did of
the loans secured by listed stocks. The com-
parable percentage among loans secured by
other unlisted issues was only 35 per cent.
This is thoroughly consistent with the ap-
parent stress on marketability of collateral
by this group of lenders.
Other variations in the distribution of
loans by purpose category appear to reflect
the character of loan demand at various
banking offices. At main offices of money
market banks, business loans were relatively
less important as a purpose category than
at most other banking offices, probably be-
cause business loans handled through these
offices were less likely to have securities of
any type as collateral. The greater relative
importance of business loans on unlisted
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stocks at banks outside the major metro-
politan areas was noted earlier.
Loans for the purpose of purchasing or
carrying securities were very likely to be
carried at money market main offices, where
they made up a larger than average share
of the loan volume regardless of collateral—
33 per cent of all loans on unlisted stocks
and more than a fifth of all loans on listed
issues. Although the proportion of security
loans to all loans with listed collateral was
lower than the comparable ratio for unlisted
issues, it was higher than at any other type
of banking office.
The concentration of the security loans
at main offices appears to be a function of
office size as well as location. Large bank-
ing offices—with total loans of $100 million
and over—played a major role in supply-
ing this type of credit. They accounted for
more than 50 per cent of the total on listed
stocks and for 65 per cent of that on un-
listed, as Chart 4 shows. These large offices
were much less important in furnishing
stock-secured credit for personal and busi-
ness purposes.
Extension of security credit tended to be
concentrated in large banks which handled
these loans in volume but at which only a
small fraction of business and personal loans
were backed by securities collateral. In fact,
more than a third of all security credit was
extended by offices that classified over half
of their collateral loans as security loans.
On the other hand, most personal and
business loans with securities as collateral
were reported by offices that made rela-
tively few security loans. More than 60 per
cent of the business and personal loans on
listed stocks—and 50 per cent of those on
unlisted issues—originated at banks which
reported that less than 5 per cent of their
collateral loans fell into the security cate-
gory.
As might be expected, and as Chart 4
shows for the three main purpose catego-
ries, banking offices in the smallest size
group were a much more important source
of credit on listed than unlisted collateral in
all purpose categories. This reflects once
again the greater acceptability of such col-
lateral at these offices.
Among the unlisted shares taken as prin-
cipal collateral at these small offices, actively
LARGE BANKING OFFICES were more important
lenders on unlisted stocks for three main purposes
SIZE OF OFFICE
Total loans,




traded issues appeared to be substantially
more acceptable than less readily market-
able issues as collateral for single-payment
personal loans. Such offices accounted for
20 per cent of the loans on such issues com-
pared with 29 per cent of all loans on listed
issues and only 12 per cent of those on is-
sues not actively traded. No comparable
distinction appeared between actively traded
and other unlisted collateral for business
and security loans.
Thus, a primary concentration of per-
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sonal loans secured by listed stock at these
small urban offices—predominantly branch
offices of large city banks—was reinforced
by a secondary concentration of personal
loans secured by actively traded unlisted
issues. This supports the interpretation that
personal loans at many such offices were
customarily made more readily or on more
favorable terms if acceptable collateral was
available. This would also account for the
higher incidence of loans on listed stocks at
small offices with high ratios of collateral
to total loans.
OTHER LOAN CHARACTERISTICS RELATED
TO COLLATERAL TYPE
Data on loan characteristics supplied in the
survey have made it possible to classify each
loan according to specified maturity, dura-
tion of borrower's indebtedness, and regu-
latory status. These data round out the pic-
ture already presented of a divergence in
lending patterns according to the type of
collateral pledged.
Maturity. Most loans reported in the sur-
vey were either demand loans or had rela-
tively short fixed maturities. Of all credit
secured by listed stocks, 50 per cent was in
the form of demand loans, and another 25
per cent carried a specified maturity of less
than 4 months. Less than 10 per cent of
the total had a fixed maturity of 8 months
or more. For credit secured by unlisted
stocks, on the other hand, only 31 per cent
of the amount outstanding had been written
on a demand basis, and maturities consist-
ently tended to be longer.
This difference in treatment by collateral
type was particularly notable for security
loans, where only 25 per cent of those with
unlisted stocks as collateral were demand
loans and 32 per cent had maturities of 8
months or longer. For security loans on
listed stocks, 56 per cent of the total was
due on demand, and only 8 per cent ma-
tured after 8 months.
In the case of single-payment personal
loans, a further distinction is worth noting.
Of such loans, half of those secured by
listed issues were written as demand loans
as compared with 42 per cent of those with
unlisted collateral. However, when the latter
were further classified to distinguish actively
traded issues from the rest, 47 per cent of
the loans with actively traded collateral
were written on a demand basis but only 38
per cent of the others were. In this respect,
as in those already noted, personal loans se-
cured by actively traded unlisted shares
more nearly followed the pattern for loans
on listed stocks.
There may be little practical distinction
between demand loans and those with fixed
maturities. More than 90 per cent of all the
credit outstanding which specified a fixed
maturity could, in fact, be called by the
bank in the event of a substantial decline
in the market value of the collateral.
Duration of indebtedness. Although most
loans in the survey were on the books either
as demand loans or with short fixed maturi-
ties, more than 75 per cent of the outstand-
ing credit was to borrowers who had been
indebted on a predecessor collateral loan.
Indeed, on loans involving 53 per cent of
the credit on listed stocks and 44 per cent
of that on unlisted, the borrower had been
continuously indebted on this or a predeces-
sor loan since prior to 1960. Of the loans
outstanding on the survey date, only 15 per
cent of the credit secured by listed stocks
and 23 per cent of that secured by unlisted
had first come onto the books in 1962.
The accompanying tabulation summarizes
for each of the major purpose categories
what proportion of the loans outstanding
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on the date of the survey was to borrowers
to whom credit secured by stocks or bonds
had been outstanding (not necessarily in
the same amount) since prior to 1960.
Secured by—







Of the loans remaining on the books for
long periods of time, with or without re-
newal, a higher proportion tended to be
demand loans. Most demand loans origi-
nating in 1960 or 1961 had been rewritten
within 6 months of the survey date; most of
those on the books since before 1960 had
not. Loans secured by bonds were just as
likely to have been renewed as those secured
by stocks.
Regulatory status. The distinction between
regulated and unregulated security credit is
not always determined by the character of
the principal collateral. Thus, about 20 per
cent of the regulated loan total in the survey
was secured principally not by listed stocks
or mutual fund shares but by other collateral
—bonds or unlisted stocks. Such loans are
subject to regulation if listed stocks make
up any portion of the securities being carried
by the loan and if any stocks (listed or un-
listed) serve as any part of the collateral.
3
Of the total amount of security loans for
which listed stocks were the principal col-
8 The fact that a loan is subject to margin require-
ments does not, however, affect the loan value of non-
equity collateral.
lateral, a small amount—$86 million—was
shown as unregulated. This represented
loans whose proceeds were applied to pur-
chasing or carrying unlisted stocks or bonds.
Comparisons of the $909 million of regu-
lated loans and of the $1,040 million of un-
regulated loans according to characteristics
showed that distributions of the two groups
had similar patterns for size of loan but that
there was considerable difference with re-
gard to both maturity and duration of in-
debtedness.
Regulated loans were much more likely
to be written as demand loans than were
loans for the purpose of purchasing or carry-
ing unlisted (or nonequity) securities—55
per cent as compared with 30 per cent.
Relatively long fixed maturities (8 months
or more) were more common among the
unregulated group—25 per cent versus 11
per cent for regulated loans.
Borrowers subject to margin regulations
were much more likely to have carried their
security loan indebtedness continuously for
a longer period—since before 1960 in cases
accounting for 58 per cent of the regulated
total. The comparable figure for the un-
regulated security loan category was only
35 per cent.
In each of these respects, unregulated
security credit conformed more closely to
the loan characteristics generally observable
for credit extended upon unlisted stock col-
lateral, suggesting once again that the type
of collateral pledged is the most important
determinant of loan characteristics and
terms.
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TECHNICAL NOTE
SAMPLING PROCEDURES
Method of sampling banks. The sample
of member banks included in this survey
was based on total loans outstanding on
December 31, 1961. Loan totals for that
date were cumulated for each Federal Re-
serve district, from largest to smallest mem-
ber bank, so that there was for each bank
a "cumulative loan figure" equal to the sum
of loans for that bank and all larger banks
in the district. In drawing the sample, a
series of numbers was selected of which the
first was a random number between 1 and
200 million; the next was this figure plus
200 million, followed by further figures at
intervals of 200 million. Each bank whose
cumulative loan figure fell next above a
number in this selector series was included
in the sample.
All banks with loans of $200 million or
more thus fell into the sample with certainty;
for banks with loans of $50 million to $200
million, the probability of inclusion was
given by the ratio between the bank's total
loans and the sampling interval of $200 mil-
lion; the bank weight used in blowing the
sample to universe proportions was the sam-
pling interval divided by the bank's loan
total. For banks with loans of less than $50
million, the increment of selection was re-
duced to $100 million, so that each bank
selected in this size range represented loans
totaling $100 million.
This procedure produced a sample of
472 out of 6,100 member banks. Eighty-
four banks fell into the sample with cer-
tainty.
Most respondent banks that had branch
offices reported on loans at each of their
branches as well as the main office. Large
branch systems, however, were given the
option of sampling banking offices in their
system. This was done in a manner exactly
analogous to that used in selecting the sam-
ple of banks.
Method of sampling loans within banks.
For the 84 banks falling into the sample with
certainty, each bank was assigned two alpha-
betical clusters drawn at random from a list
of "alphabetical cluster limits" that divided
the alphabet into 50 clusters, each represent-
ing about 2 per cent of all names. Thus the
combined sample for these banks was about
4 per cent.
For other banks, the fraction giving the
bank's probability of selection for the sample
was multiplied by 25 and the result rounded
to the nearest whole number. This number
would fall from 1 to 25 and was designated
as P. The Reserve Banks were provided with
24 different listings of alphabetical clusters
dividing the alphabet into various numbers
of equal segments—ranging from 2 (a 50
per cent sample) up to 25 (a 4 per cent
sample). The listing of segments of the al-
phabet used for each bank depended on the
P calculated for that bank, and was used in
selecting a cluster at random. The bank then
reported on loans to customers whose names
fell within the selected cluster.
To give a concrete example for a bank
with loans of $150 million:
= 19
200
From the table of alphabetical cluster
limits, the group dividing the alphabet into
19 clusters would have been used. The sam-
ple cluster for the bank would have been
chosen by selecting from a table of random
numbers a number between 1 and 19. If,
for example, the number 7 were drawn, the
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bank's reporting segment would have been
"Gay, Charles" to "Hanke, Melvin C."
The probability of drawing a particular
loan account in any bank was 1/P, except
for loans of $1 million or more which were
reported in full if they met the survey defini-
tion. For certainty banks, the bank weight
was 1, and the probability of an account fall-
ing into the sample was exactly 4 per cent;
in blowing the sample to universe propor-
tions the weight assigned was 25. For other
banks, it was the bank weight (selection
interval -f- loan total) times P. In most
instances, this combined weight was also
close to 25, but for very small banks it
could run much higher.
SAMPLING VARIABILITY
Shown below are variance computations
for collateral loan totals estimated from the
sample, classified according to the principal
collateral pledged and purpose category of
loan—the two underlying classifications
used in the survey.
Table A gives the estimated dollar amount
of loans in each collateral category together
with one standard error of estimate, ex-
A. STANDARD ERROR OF ESTIMATE FOR LOANS







































each of these figures, the chances are two
out of three that the actual dollar amount
of loans outstanding in the collateral class
on the survey date fell within a range of ±
one standard error around the estimated
figure.
Table B gives similar computations for
loan estimates in the major purpose cate-
gories, cross-classified by the most impor-
tant collateral types.
B. STANDARD ERROR OF ESTIMATE FOR LOANS
CLASSIFIED BY PURPOSE CATEGORY AND SELECTED
TYPES OF COLLATERAL




















































pressed both as an absolute dollar amount
and as a percentage of the loan figure. For
1 Excluding shares in mutual funds.
Table C gives standard errors for the per-
centage distribution among purpose cate-
gories of all loans within each principal
collateral type. In this instance, the standard
error is expressed as a range of percentage
points around the estimated proportion of
total loans attributed to each purpose classi-
fication. It will be noted that these com-
parative percentage distributions, which
were of primary significance in interpreting
survey results, show less sampling variabil-
ity for key cells than do the estimates of
absolute loan magnitudes.
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C. LOANS CLASSIFIED BY PURPOSE AND SELECTED TYPES OF PRINCIPAL
COLLATERAL: DISTRIBUTION AND STANDARD ERROR




























































• Less than Moo of I percentage point.
APPENDIX TABLE
BANK LOANS SECURED BY STOCKS AND BONDS, SEPTEMBER 26, 1962



























































































































































• Figure not significant.
1 Includes loans secured principally by collateral other than
stocks and bonds.
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BANK LOANS SECURED BY STOCKS AND BONDS, SEPTEMBER 26, 1962—Continued
B. SIZE OF LOAN RELATED TO PURPOSE





















































































* Figure not significant.
1 Includes categories not shown.




















































































































































































































































1 Includes some loans secured principally by collateral other than
stocks or bonds.
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BANK LOANS SECURED BY STOCKS AND BONDS, SEPTEMBER 26, 1962—Continued
D. MATURITY OF LOAN RELATED TO PURPOSE AND COLLATERAL
(Percentage distribution of amounts of loans)
Maturity
Demand loan
Less than 120 days .
120-239 . .
240-394 ..































































E. PURPOSE AND SIZE OF LOAN RELATED TO SIZE OF LENDING OFFICE
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BANK LOANS SECURED BY STOCKS AND BONDS, SEPTEMBER 26, 1962—Continued
F. CHARACTERISTICS OF LENDING OFFICE AND OF LOAN RELATED TO LOCATION OF LENDING OFFICE
(Percentage distribution of amounts of loans)
Characteristic
Size of lending office (total








Ratio of collateral to total















Less than 120 days
120 239
240 394
395 days and over





























































































































































































































































































* Figure not significant.
1 Includes offices for which location was not indicated.
2 Includes categories not shown.
Federal Reserve Bulletin: July 1963